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After the US and Europe, the MENA region is becoming 
ever more aware and concerned by its increasing energy 
bill, almost 5% per year in Saudi Arabia for instance, where 
the electricity consumption per capita may reach three 
times the world average.
This growing awareness triggered the introduction of 
Energy Saving Companies (ESCOs), in response to the need 
for and potential of this market.

What Are Energy Service Companies (Escos)?

An ESCO, or Energy Service Company, is a business 
that develops, installs, and arranges financing for 
projects designed to improve the energy efficiency 
and maintenance costs for facilities over a seven to 
twenty year time period. ESCOs generally act as project 
developers for a wide range of tasks and assume the 
technical and performance risk associated with the 
project.

The ESCO industry began in the late 1970s in response 
to rising energy prices, as entrepreneurs developed 
ways to combat this increasing cost. Since then, this 
industry has benefited from the development of energy 
efficiency technologies in lighting, HVAC and Building 
Management!

A general understanding of an ESCO’s range of services 
can be derived from the source of their revenues as an 
industry. ESCO revenues are largely derived from energy 
efficiency (73%), renewables (10%), and distributed 
generation or combined heat and power (6%); with the 
balance of ESCO revenues being derived from consulting 
and planning services.

What Are The Distinguishing Features Of Energy 
Performance Contracting?

EPC is an innovative form of contracting, developed to 
overcome the major barriers of delivering cost-effective 
energy efficiency. One of these barriers is the risk to the 
client that project generated resource savings may not be 
sufficient to provide an organization’s minimum required 
return on capital. The key distinguishing feature of 
energy performance contracting is that, unlike traditional 
construction or services contracting, the ESCO takes on 

project performance risk to guarantee to the owner a 
minimum level of resource use reduction.

Another distinguishing feature of EPC is that ESCOs 
provide a turnkey service. The ESCO will be the party 
responsible for designing, implementing, and measuring 
the results of an EPC project. The ESCO can propose a wide 
variety of recommendations of possible retrofit measures 
specific to each client’s needs, including energy and water 
conservation measures, renewable energy systems, 
operations and maintenance services and training, as well 
as  distributed energy generation.

Range of possible ESCO services in an EPC project

A. Conduct resource efficiency audits to establish a 
baseline that will serve as the measure upon which the 
performance guarantee is based and identify resource 
saving opportunities.

B. Develop recommendations for the systems and 
equipment to upgrade or replace, which fall into the 
following categories:
•	 Lighting	upgrades	and	replacement.
•	 Heating,	 ventilation,	 and	 air	 conditioning	 (HVAC)	

system retrofits including boiler and chiller plant 
optimization and replacement, temperature control 
systems, etc.

•	 Building	 “shell”	 improvements	 such	 as	 insulation,	
improved doors, window replacement and window 
films.

•	 Energy	Management	Systems.
•	 Water	 saving	 devices	 such	 as	 new	 faucets	 and	

toilets.
•	 High	efficiency	motors.
•	 Installation	of	sub-meters.
•	 Procurement	of	energy	efficient	appliances.

C. Design and write equipment and construction 
document specifications.

D. Develop a project budget and provide construction 
project management services securing and overseeing 
all subcontractors.

E. Implement the recommendations.
F. Supply and Install energy generation capacity, including 

renewable options such as photovoltaic, solar heating, 
cogeneration/combined heat and power (CHP), biomass 
boilers, etc.
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G. Commission or re-commission of newly or previously 
installed equipment.

H. Train facility staff on how to maintain and manage 
new equipment and systems and/or provide third-party 
ongoing maintenance of building and equipment.

I. Guarantee the performance of the installed 
improvements.

J. Measure and verify the resource savings over the term 
of the guarantee period.

K. In many cases, ESCOs also assist in the arrangement 
or direct procurement of financing to cover project 
costs, including the utilization of government incentive 
programs.

One of the key purposes of an EPC’s performance 
guarantee is to ensure that the ESCO has a financial 
stake in meeting the campus’ expectations about future 
savings and facility performance. The performance 
guarantee is the vehicle by which the ESCO assumes 
the project’s performance risk after the ESCO completes 
project implementation. The ESCO’s assumption of this risk 
provides the client with a significant measure of certainty 
regarding the predictability of cash flows generated from 
energy savings, which is often used for project financing 
debt service payments.

Performance-based contracts can take different 
forms including:

Guaranteed Energy Savings
The ESCO guarantees that the project will result in a 
specified reduction in energy use over a set, contracted 
guarantee term, as measured by kilowatt hours, BTUs and 
other resource use metrics. If the guaranteed reduction in 
energy use is not realized as a result of factors contractually 
determined to be the ESCO’s responsibility, then the  ESCO 

will pay the client the shortfall amount using utility rate 
calculations that are also contractually specified. Note 
the important distinction that the ESCO does not typically 
guarantee a reduction in utility bill charges because ESCOs 
cannot control utility rates or diesel prices (when it comes 
to Genset). At the end of the project guarantee period, the 
building owner retains the full value of the energy savings.

Power Purchase Agreement (Ppa)
The ESCO owns the assets and sells end-use services 
(such as heat or electricity) to the customer at agreed 
upon prices, often with an arrangement that allows for 
the building owner to purchase the asset at the end of 
a contract term. This mechanism is often employed for 
renewable and district energy systems development. The 
contractor usually guarantees a specified minimum level of 
output for the duration of the contract.

Shared Savings 
The ESCO and customer share the utility bill savings 
generated by an EPC project, with the share to each party 
defined in the EPC. The ESCO’s share of the savings is 
the only compensation the ESCO receives for its services 
and equipment expenditures. The ESCO typically receives 
a greater percentage of savings in the early years of a 
contract, with its percentage decreasing over time.

ESCOs can also implement design/build projects without 
a performance guarantee. These contracts simply pay 
the ESCO for providing agreed upon services, but do not 
reward or penalize the ESCO for the durability and quality 
of its work, making the client alone responsible for ongoing 
performance and operational risks (except when product 
failures are covered under manufacturer warranties).
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The EPC’s methodology differs from traditional 
contracting, the latter being invariably price driven. 
Performance contracting is results driven, ensuring quality 
of performance.

Guaranteed Savings Epcs
Some advantages of a guaranteed savings EPC include: 
Expert, Integrated, Whole-Building Approach. 
In contrast to the siloed, or stove-pipe approach that 
most specialized contactors use, the best ESCO engineers 
and project developers think holistically about buildings 
and energy systems. In addition, the best ESCO projects 
bring the latest knowledge and access to the most 
state-of-the- art technology and equipment, providing a 
full range of retrofit options. This holistic approach can 
result in superior project integration, implementation, and 
building energy performance, and in a project with a better 
economic scenario and environmental outcome.

Accountability & Expertise - Escos As Project 
Managers
The turnkey services make it easier for the client to manage 
the project by having a single point of accountability 
rather than numerous contractors. A single contractor 
is responsible for providing project development, 
implementation, maintenance, and monitoring services. 
Also, because the performance guarantee compels the 
ESCO to view the project as a long-term partnership with 
the client, the ESCO will look to improve the project’s 
performance. In the best cases, ESCOs bring continuous 
improvement during the guarantee period that would 
ordinarily not occur.

Blending Paybacks
An important characteristic of EPCs is the ESCO’s ability to 
bundle multiple Facility Improvement Measures (FIMs) into 
one project. Some FIMs have short paybacks, meaning that 
the installation cost is paid back within just a few years 
by energy cost savings, while others have much longer 
paybacks. Many longer payback FIMs, when considered in 
isolation, are expensive to install, requiring prohibitively 
long lending terms. EPC uses the energy savings of items 
with short paybacks to help subsidize the cost of other 
items, blending the cash flows of the different FIMs. For 
example, a lighting retrofit might recover its cost in less 
than two years while a boiler system upgrade might not 
do so for 15 years. With EPCs, the energy savings from 
a lighting retrofit will help mitigate the cost of a boiler 
replacement, leading to a blended payback of less than 15 
years for the entire project. This blending of paybacks in 
an integrated project is one of the principle added values 
inherent in a comprehensive approach to a retrofit project!

Measurement and verification
To ensure ongoing equipment performance and assess 
compliance with the performance guarantee, ESCOs 
typically conduct regular measurement and verification 
of energy savings and submit their analysis’ results and 
annual reports to the building owner. The cost of the M&V 
services is capitalized into the overall project cost. M&V 
activities include ensuring that installed equipment is 
performing to specifications, and performing calculations 
of the project’s actual energy savings. Ongoing M&V of 
resource savings helps protect an owner from savings 
degradation as a result of deteriorating or failing 
equipment performance.

The Energy Saving Companies (ESCOs) can have a vital role 
to play in the MENA region. Their potential for growth in 
this market will depend in large part on the following:

- establishing a legal framework and the adoption of 
EPC related regulations.

- the eventual lift of all utility subsidies.
- allow ESCOs to benefit from subsidized green loans (on 

behalf of their clients).
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